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ZAN JAMES

Intrastate Pipelines in a Changing
Marketplace
The Natural Gas Industry is in such upheaval these days that one is
reminded of a scene from Alice in Wonderland, where Alice asks the
Cheshire cat, "Would you tell me, please, which way I ought to go from
here?" and the cat replied, "That depends a good deal on where you
want to get to." As an intrastate distribution system, those of us at Gas
Company of New Mexico (GCNM) often find ourselves asking, like
Alice, which direction we ought to be taking to meet the challenges of
a rapidly changing marketplace. And like the Cheshire cat, we still are
trying to decide our destination. And it is not just those of us in the
industry who face these difficult issues. Regulators must also feel-or at
least should feel-like Alice at times. All of us involved in the natural
gas industry-regulators, distribution companies, producers-are caught
up in a whirlpool of change that is leading to an increasingly competitive
marketplace less burdened by regulation.
For regulators, the challenges are complex and even bewildering. In
fact, the National Regulatory Research Institute, in a recent report, said
regulators have three relatively inconsistent policy objectives.' The report
said those three objectives include: (1)promotion of competitive price
signals; (2) protection of residential customers from paying a disproportionate portion of costs; and (3) protection of distributors from market
erosion.
You can imagine that those of us who are regulated by the state and
federal governments often feel pulled in different directions by those
conflicting policy objectives. We all share in confronting the insecurities,
the changes, the unknown factors that are now the status quo in the
industry.
To meet the demands of the price-driven marketplace we encounter
these days, GCNM has been forced to change. Moreover, we have chosen
to change. We believe these are exciting times for distribution companies.
Difficult yes. But challenging as well.
As many of you know, GCNM recently filed proposed changes to the
Public Service Commission's General Order No. 44 (G.O. 44).' Those
1. See, INSIDE F.E.R.C., 12 (Oct. 13, 1986).
2. NEw MEXCO PuBuiC SERVIcE COMMiSSIm, RumES REGARDmG THE TRANSPORTATION OF NATURAL
GAS BY PUBLIC UTILITEs FOR BUYERS AND SELLERS OF NATURAL GAS, General Order No. 44 (Dec.
12, 1984).
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proposed changes, if adopted by the Commission, will permit the Gas
Company to compete more fairly in today's marketplace. The Public
Service Commission (PSC) enacted G.O. 44 to insure and encourage nondiscriminatory transportation for transportation customers without being
detrimental to the utility's sales customers. Done in December 1984, it
was to my knowledge the first state mandatory contract carriage law.
The goal was to split the gas procurement function from the transportation function for those customers who qualify and, in so doing, to
provide qualifying customers a choice of suppliers for the procurement
of gas. Prior to G.O. 44 the services of GCNM were bundled into one
economic package. Gas procurement services could not be obtained separately from transportation services. After G.O. 44 procurement was
unbundled from transportation and certain customers had a choice of gas
suppliers.
The goal of G.O. 44 to some extent has been achieved. We are now
transporting third-party gas to fourteen former full service customers.
Under G.O. 44 we are allowed to initiate our own brokerage deals where
select packages of gas are transported by us to specific customers. We
have initiated twelve transactions where we acted as both broker and
transporter of the gas. As we all know, however, the market has changed
substantially since that order was enacted.
As a result, several unintended consequences have occurred which may
lead to increased cost for the customers who cannot take advantage of
alternative opportunities for gas supplies. What are they? In a nutshell,
what is occurring is that our core customers-those who have no real
alternative other than to purchase gas from us-are paying the costs
formerly incurred by those large customers who now have the freedom
to exit and enter our system at no cost. In fact, our company's obligation
to serve these large customers by providing "free reliability" (a guarantee
that they can return to our system) actually encourages them to leave our
system. That is not only unfair, it is simply not right.
Our proposed changes to G.O. 44 will provide us with the needed
flexibility in pricing transportation services so GCNM can effectively
compete with other transportation systems. Our proposed changes will
ensure that those customers eligible for transportation services have access
to these services from GCNM at a fair and competitive price. And retaining transportation services for large use customers, which the proposed
changes should achieve, will benefit both the company and its remaining
customers.
Why will those benefits accrue? Because the revenues provided by
these large use customers help pay for fixed costs, thus sharing those
costs over a larger number of customers. The proposed changes will also
ensure that GCNM's core customers have a reliable gas supply market
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responsive cost, and that the effects of large customers leaving our system
are minimized. Finally, GCNM is proposing changes that deal with the
issues of release of gas reserves and off-system sales that will allow us
to rebalance our gas supply portfolio when large customers leave the
system.
The bottom line, of course, is that if these changes are not approved,
our large customers will continue to have the option to desert us, and
our core customers will ultimately end up paying increased rates. Our
proposed changes to G.O. 44 are now before the New Mexico Public
Service Commission. It is one of several major efforts we are undertaking
to reposition our company to meet the ongoing changes in the industry.
Just for a moment, let us peer into the future. What might it hold
for intrastate distribution companies like GCNM?
First, there is going to be even more competition in the future than
there is now. There is simply no question that road is the one we are well
along already. In fact, I predict there is going to be just one national
market for natural gas. Right now, we face mostly regional competition
in marketing gas. In the not too distant future, we will have to compete
for customers with the likes of Boston Natural Gas Company, or Minnegasco.
Second, the excess supply situation we now have will probably disappear. That is when we will learn if deregulation as it now exists really
works. When the supply tightens, we will see just how viable deregulation
is.
Third, we will have to be even more innovative in the future in obtaining
gas supplies. With one national market, the options for producers will
increase dramatically. As an intrastate distributor, we will have to be even
more creative in maintaining a balanced portfolio. At the same time, we
will face increasing competition from synthetic fuels, petroleum products,
and other sources of energy. Finally, the marketing of natural gas will
change dramatically. That change will be initiated by the new technologies
of natural gas cooling, co-generation, and compressed natural gas.
In response to these changes, I predict that local distribution companies
(LDC), like GCNM, will evolve in a pattern quite similar to the one
taking place in the banking industry today. A local distribution company
will be the transporter of gas, but the customer will have a number of
options to choose from about who to purchase gas from and for how
much. Just as banks today will offer and handle mutual fund packages
for different mutual fund companies, a local distribution company will
offer various packages of gas from the same supplier or from different
suppliers to meet the customer's needs. And the gas that the LDC's will
sell may be coming from a marketing company that may or may not be
related to the LDC.
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I believe GCNM-and the industry-still needs to reposition itself to
thrive in the future. We at GCNM are committed to achieving the necessary configuration to compete in this evolving, changing, almost formless arena we find ourselves in.
A word of caution: Please don't hold me to my predictions. After all,
in Alice in Wonderland, the caterpillar asked Alice, "Who are you?" And
Alice replied, "I hardly know, sir-just at present-at least I know who
I was when I got up this morning, but I think I must have been changed
several times since then." And so goes our industry.

